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China’s Income Distribution Reform vs.
Japan’s “Income Doubling Plan”
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Japan’s “Income Doubling Plan”, a comprehensive economic plan aimed
at “promoting social harmony”. It is a plan not only simply raising household
income, but also promoting industrial, regional, fiscal/tax and investment
development, in order to support economic growth, solve inequality among
income groups, industries, regions and enterprises, and narrow the gap between
agricultural and non-agricultural sectors, large and medium/small sized
enterprises, different regions, and different income groups.

Major policies of “Income Doubling Plan” to solve Japan’s economic
problems that period including raising crop prices to promote agricultural
modernization; cutting taxes and hiking minimum wages to improve household
benefits, promote technological upgrades of small and medium sized enterprises;
guiding private investment through government infrastructure investment;
training talents and revitalizing scientific/technological industries.

The policy targets of “Income Doubling Plan” largely achieved. During the
implementation of this plan, Japan’s annual average economic growth rate
reached 10.3% YoY and the household living standards enhanced significantly,
making it the second largest economy in the world. In terms of economic
structure, food prices increased by 95%, and the income gap between urban
and rural areas narrowed. The personal income tax and corporate tax declined
by JPY 100 bn per year, making the income of the low-income household and
small sized enterprises increase rapidly. The government-invested “3-bay & 1-
sea” region became an important economic trade zone, making the education
levels of regional households enhance significantly.

Many problems facing China now close to those of Japan before its
“Income Doubling Plan”. Major problems include 1) low wages in the
manufacturing sector; 2) uneven income distribution and technology allocation
among small and medium sized enterprises, and 3) uneven regional
development with a huge gap between urban and rural areas.

China’s income distribution reform likely to be coupled with
corresponding fiscal/tax, regional, industrial and investment reforms.
Considering Japan’s economic conditions and policy measures that period and
the current status of Chinese economy, we expect the income distribution reform
to be a comprehensive plan. Major policies include first, the government will
apply measures such as cutting tax cuts, hiking crop price, modernizing
agriculture, improving migrant workers’ social security insurance, investing more
in the central and western regions, regulating the state-owned enterprises, and
reforming the central and local government tax allocation to solve the income
gap between the urban and the rural, among regions and industries. Second, the
government will invest more in housing, education and health care sectors,
encourages the private sector to invest more in health care and social security,
and encourage households to purchase commercial insurance. Third, the
government will continue to support consumption upgrading including home
appliance and tourism in particular.

Income distribution reform to make China’s economic growth more
“harmonious”. We expect China’s final consumption to reach over 50% in 2012
and further increase to over 53% in 2015. Investment growth comes from
urbanization in the central and western regions, development of service sectors
such as health care, and agricultural modernization. Consumption, tourism and
insurance will continue to benefit from the rising purchasing power of
households, promoting annual leaves and increasing commercial insurance.
Coal mining and construction sectors will be affected significantly due to rising
labor costs.

Jianfang Zhu
Tel: 010-84588756
E-mail: zhujf@citics.com

Yifan Hu
Tel.: 852-22379116
E-mail: yifanhu@citics.com.hk




China report 4} {[CS]

Disclaimer

This research report is for information purposes only and should not be construed as an offer to sell or the solicitation of an offer to buy or sell any
securities in any jurisdiction. The securities referred to in this report may not be eligible for sale in some jurisdictions. The information contained in this
report has been compiled by CITIC Securities Brokerage (HK) Limited (formerly known as CITIC Capital Securities Limited) ("CSBHK") from sources
that it believes to be reliable and (subject to the next paragraph) the opinions, analysis, forecasts, projections and expectations contained in this report
are based on such information and are expressions of belief only and no representation, warranty or guarantee is made or given by CSBHK or any
other person as to its accuracy or completeness. All opinions and estimates expressed in this report are (unless otherwise indicated) entirely those of
CSBHK as of the date of this report only and are subject to change without notice. Neither CSBHK nor its parent and affiliates accept any liability
whatsoever for any direct or consequential loss arising from any use of material contained in this report or otherwise arising in connection therewith.

The research analyst(s) primarily responsible for the preparation of this research report confirms that (i) all of the views expressed in this research
report accurately reflect his or her personal views about any and all of the subject securities or issuers; and (i) that no part of his or her
recommendation was, is or will be, directly or indirectly, related to the specific recommendations or views he or she expressed in this report.

Any investment referred to herein may involve significant risk, may be illiquid and may not be suitable for all investor. The value of or income from
any investment referred to herein may fluctuate and be affected by changes in exchange rate. Past performance is not indicative of futures results. This
report does not take into account the investment objectives, financial situation or particular needs of any particular person. Investors are expected to
make their own investment decision without relying on this publication. Before acting on any advice or recommendation in this report, clients are
recommended to consider seeking professional advice.

CSBHK, its parent and/or affiliates and their respective officers, directors and employees, including persons involved in the preparation or issuance
of this report, may from time to time (1) have a consulting, investment banking or broking relationship with any company referred to in this report; and
(2) have provided significant advice or investment services to the companies referred to in this report. One or more directors, officers and/or employees
of CSBHK, its parent and/or its affiliates may be a director of the issuers of the securities mentioned in this report.

If this report is being distributed by a financial institution other than CSBHK or its affiliates, that financial institution is solely responsible for
distribution. Clients of that institution should contact that institution to effect a transaction in the securities mentioned in this report or require further
information. This report does not constitute investment advice by CSBHK to the clients of the distributing financial institution, and neither CSBHK, its
parent, its affiliates, and their respective officers, directors and employees accept any liability whatsoever for any direct or consequential loss arising
from their use of this report or its content.

This research report is strictly confidential to the recipient and is not intended for persons in places where the distribution or publication of this
report is not permitted under the applicable laws or regulations of such places.

This research report may not be reproduced, distributed or published by any person for any purpose without the prior consent of CSBHK. All rights
are reserved.

No part of the analyst compensation was, is or will be directly related to the specific recommendations or views contained in this research report.
Further information on the securities discussed in this report is available upon request.

Investment rating system

Performance of stock or sector relative to MSCI-China over next 6 months after research publications

Rating Remark
Buy Relative performance over MSCI-China Index >20%
Overweight Relative performance over MSCI-China Index 5% ~ 20%
Stock rating Hold Relative performance over MSCI-China Index -10% ~ 5%
Sell Relative performance over MSCI-China Index > -10%
NR Not rated
Outperform Relative performance over MSCI-China Index >10%
Sector rating Neutral Relative performance over MSCI-China Index -10% ~10%
Underperform Relative performance over MSCI-China Index > -10%
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